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over financial reporting issued in con-
junction with the auditor’s report.

[61 FR 108, Jan. 3, 1996, as amended at 63 FR
38723, July 17, 1998]

§ 1773.32 Report on compliance and on
internal control over financial re-
porting.

As required by GAGAS, the CPA
must prepare a written report on the
tests performed for compliance with
applicable laws, regulations, contracts,
and grants, and on the borrower’s in-
ternal control structure and on the as-
sessment of control risk made as part
of the financial statement audit. This
report must be signed by the CPA and
must include, as a minimum:

(a) The scope of the CPA’s work to
obtain an understanding of the bor-
rower’s internal control structure and
in assessing the control risk;

(b) A description of the reportable
conditions noted which include mate-
rial weaknesses identified as a result of
the CPA’s work in understanding and
assessing control risk;

(c) If no reportable instances of non-
compliance and no reportable condi-
tions were found, the CPA must issue a
report as illustrated in appendix A, ex-
hibit 2 (Electric), and appendix B, ex-
hibit 4 (Telecommunications) of this
part 1773;

(d) If material instances of non-
compliance and reportable conditions
are identified, the CPA must issue a re-
port as illustrated in appendix A, ex-
hibit 3 (Electric), and appendix B, ex-
hibit 5 (Telecommunications) of this
part 1773;

(e) Other nonmaterial instances of
noncompliance should not be disclosed
in the report on compliance and on in-
ternal control over financial reporting,
but should be reported in a separate
communication to the board of direc-
tors, preferably in writing. All such
communications must be documented
in the workpapers and submitted to
RUS in compliance with § 1773.21.

(f) If the CPA has issued a separate
letter detailing immaterial instances
of noncompliance, the report on com-
pliance and on internal control over fi-
nancial reporting must be modified to
include a statement such as:

We noted certain immaterial instances of
noncompliance that we have reported to the

management of (borrower’s name) in a sepa-
rate letter dated (month, day, year).

(g) If the CPA has issued a separate
letter to management to communicate
other matters involving the design and
operation of the internal control over
financial reporting, the report on com-
pliance and on internal control over fi-
nancial reporting must be modified to
include a statement such as:

However, we noted other matters involving
the internal control over financial reporting
that we have reported to the management of
(borrower’s name) in a separate letter dated
(month, day, year).

(h) The report must contain the sta-
tus of known but uncorrected signifi-
cant or material findings and rec-
ommendations from prior audits that
affect the current audit objective.

[63 FR 38723, July 17, 1998]

§ 1773.33 Management letter.

The CPA must prepare a manage-
ment letter that includes, at a min-
imum, comments on:

(a) Audit procedures. State whether
the audit has been performed in accord-
ance with this part;

(b) Special reports. State whether any
special reports, summaries of rec-
ommendations, or similar communica-
tions were furnished to the borrower’s
management during the course of the
audit or during interim audit work,
and provide a description of the infor-
mation furnished;

(c) Accounting and records. Comment
on the adequacy and effectiveness of
the borrower’s accounting procedures,
discuss the general condition of the
records, and outline any recommenda-
tions for improvement. Comment on
the adequacy and fairness of the meth-
ods used in accumulating and recording
labor, material, and overhead costs,
and the distribution of these costs to
construction, retirement, and mainte-
nance or other expense accounts, and
where appropriate, include:

(1) Whether subsidiary plant records
agree with the controlling general
ledger plant accounts;

(2) Whether construction clearing ac-
counts are cleared promptly of costs of
completed construction to the proper
classified plant accounts and whether
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